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At the risk of creating confusion, I am going to try to explain all of the different types of “cash balances” you will experience in a fund accounting system.  An understanding of this topic is particularly important with an accounting system like GS, which is designed to demonstrate compliance with the cash basis and budget laws of most states.

A city clerk once called me, and in a somewhat distressed tone of voice said, “My cash balance is off.  How do I fix it?”  The clerk was fairly new and had no idea what she was about to experience.
Before I could begin to help her, I needed to ask several questions, and in the process explain to her the different types of cash balances.
Are we talking about cash balances, or unencumbered cash balances?

Are we talking fund cash balances or “composition of cash” cash balances?
What do you mean when you say the cash balance is “off”?

Are you reconciling book cash balances with bank cash balances?

Are you reconciling cash balances with unencumbered cash balances?

These questions must be answered by the clerk before I can help her figure out why the “cash balance is off”!

What is the difference between Cash Balance and Unencumbered Cash Balance?
· Cash Balance means just what is says.

If you have $100 in the bank, your cash balance is $100.

If you have $25 in your pocket, your cash balance is $25.

If you have $100 in the bank and $25 in your pocket, your cash balance is $125.

If you have $10,000 in the General Fund, the General Fund cash balance is $10,000.

· Unencumbered Cash Balance also means just what is says.  Unencumbered Cash Balance equals Cash Balances less outstanding encumbrances.  But what is an encumbrance?
If you have $25 in your pocket, but just put $10 of gas in your car, your Cash Balance is $25, but your Unencumbered Cash Balance is $15.  Your gas purchase represents a commitment or liability that, from a budgetary accounting standpoint, is an encumbrance against your Cash Balance.
Before you pay for the gas, your Cash Balance is still $25, but your Unencumbered Cash Balance is $15.

After you pay for the gas, your Cash Balance is $15 and your Unencumbered Cash Balance is $15.  After you pay for the gas, you no longer have an “outstanding” encumbrance.

Assume the General Fund has a Cash Balance of $10,000, but you just ordered a new computer that eventually will cost $1,000.  The General Fund Cash Balance is still $10,000, but after you ordered the computer, the General Fund Unencumbered Cash Balance is $9,000.  Why?  The city’s General Fund now has a commitment that, from a financial accounting standpoint, is an encumbrance against the General Fund’s Cash Balance.

· Question:  If you could report only one type of cash balance to the governing body, would you report to them the General Fund Cash Balance ($10,000) or the General Fund Unencumbered Cash Balance ($9,000)?
Although the answer to this question might not be obvious to you, the answer clearly is the General Fund Unencumbered Cash Balance.

Why?  The governing body is always making decisions about using the city’s money to buy this or that.  If you tell them “We have $10,000 of cash in the General Fund,” they likely are going to assume they have $10,000 to spend.
The governing body can be unintentionally misled very easily if they are only told the Cash Balance and not the Unencumbered Cash Balance.  The governing body needs to know how much cash is available to spend.  That is why you will often hear Unencumbered Cash Balance also referred to as the “available” cash balance.
· Of course, you can report on a monthly basis both the cash balances and the unencumbered cash balances to the governing body.  But you, as city clerk, need to make sure the governing body understands the difference.
What is the difference between Book Balance and Bank Balance?
· The terms Book Balance and Bank Balance normally only come up when reconciling bank statements.  However, Book Balance means Book “Cash” Balance, and Bank Balance means Bank “Cash” Balance.

· When reconciling a bank statement, you will either reconcile from the Book Balance to the Bank Balance, or you will reconcile from the Bank Balance to the Book Balance.  The purpose is to reconcile, it does not matter which direction you use.
· In reference to the above discussion about Cash Balance and Unencumbered Cash Balance, both of these terms refer to “Book Balances”.  However, you never hear the terms Book Cash Balance or Book Unencumbered Cash Balance.  You simply hear the terms Cash Balance and Unencumbered Cash Balance, and have to understand these are “Book Balances.”
What is the difference between Fund Cash Balances and Composition of Cash?
· The terms Fund Cash Balance and Composition of Cash are not widely used in the authoritative literature.  However, this does not in any way diminish the importance of their meaning and their relationship to each other.

· Every fund has a cash balance and an unencumbered cash balance.  In the above discussion on cash and unencumbered cash balances, we used the term General Fund Cash Balance and General Fund Unencumbered Cash Balance.  The General Fund Cash Balance is nothing more, and nothing less, than a fund cash balance.  Put another say, when we talk about the cash balance of a fund, as opposed to the unencumbered cash balance, we are talking about the “Fund Cash Balance.”

· Caution!  Be very careful here.  You should Never, and I mean NEVER, use the term “Fund Balance” when you are talking about the cash balance, or the unencumbered cash balance, of a fund.  Fund Balance has a very specific meaning (and definition) under generally accepted accounting principles.

Not only would you be misusing the term Fund Balance, but at the same time you would confuse whoever you are talking to.  They would not even understand you because they would not know if you were talking about cash balance or unencumbered cash balance.
I repeat:  It is unlikely that you would ever have cause to use the term Fund Balance.  Therefore, you should Never use it.

· Total Fund Cash Balances.
Given that Fund Cash Balance is the cash balance of a specific fund.  It follows that total Fund Cash Balances equals the sum of all individual Fund Cash Balances.

It is total Fund Cash Balances that has a critical relationship to the Composition of Cash.

· What is Composition of Cash?
Composition of cash refers to what the city’s cash is composed of, or where the cash is located.  The following locations would be typical:  1) one or more checking accounts, 2) one or more savings accounts, 3) investments in CDs, 4) petty cash, and 5) money for change.  Accounting for the composition of cash is performed using selections on the Banking menu.

The composition of cash is always reported in GS as a “book” (cash) balance, as opposed to a “bank” (cash) balance.  This is readily evident in the case of a checking.account.

To illustrate, assume your city has a checking account whose month-end bank statement ending (cash) balance is $25,000.  That is, the bank balance at the end of the month is $25,000.  Assume further that the city has written $5,000 worth of checks on the checking account that are still outstanding.  There are no outstanding deposits, or other outstanding items.
Based on these assumptions, the Book Balance for this checking accounting is $20,000 (i.e., $25,000 less outstanding checks totaling $5,000).  Any report in GS showing Composition of Cash would report this checking account balance as $20,000.  That is, it will always report the Book (Cash) Balance.

Note that in this illustration, both the bank balance of $25,000 and the book balance of $20,000 would appear on the bank statement reconciliation for this checking account.

· Why is the Composition of Cash reported as a book balance rather than a bank balance?
This is a good, fair, and very important question.

The Composition of Cash is reported as a book balance in GS because the book balance is a key indicator of the accuracy of your cash receipts, cash disbursements, expenditures, fund cash balances, and fund unencumbered cash balances in the Budgetary Accounting module.

As explained in more detail in the Budgetary Accounting monthly reconciliation procedures, there is one report that shows both the total Composition of Cash and the total Fund Cash Balances (Fund Summary of Cash Receipts and Cash Disbursements).  The total of all of the individual cash balances must equal the total of all of the individual accounts and investments that make up the Composition of Cash.

If the two totals do not agree, there is a problem and you must find it.  The problem might be in one of the fund cash balances.  Or, the problem might be on the “banking” side.

If the two totals agree, you have some assurance that your Budgetary Accounting cash balances are correct.

Month-End Fund Summary Reports – 1) Cash Basis, and 2) Budgetary Basis
· What is a Fund Summary report?  A Fund Summary report is just what it says.  It is a report that summarizes some type of financial information at the fund level.

In contrast, other more detailed reports will summarize information at the receipt code level, at the department level, or at the object code level.  Still more detailed reports will provide information at the transaction level.  For example, GS has a cash receipts report showing individual detailed cash receipt entries.
· What Fund Summary reports are available?  There are two critically important Fund Summary reports that you will print every month, both of which are discussed in the Budgetary Accounting monthly reconciliation (i.e., closing) procedures.
· Summary of Cash Receipts, Cash Disbursements and Ending Unencumbered Cash

This is a “cash basis” report showing cash receipts and cash disbursements (i.e., cash coming into the city and cash going out).

· Summary of Budgetary Status

This is a “budgetary basis” report showing cash receipts and expenditures (i.e., budgetary status).

· What is the difference between disbursements and expenditures?
By definition, a disbursement is payment for goods or services.  It is money going out the door.  It doesn’t matter if the payment is in cash, by check, or electronic.  Put another way, money is being “disbursed.”

Probably the best way to describe an expenditure is that it is a charge to the budget.  For example, a purchase order is an expenditure at the time the order is placed with the vendor and recorded on the books as an encumbrance.

The following example might help you better understand the difference between a disbursement and an expenditure:
Assume you order a new police vehicle on December 27, 2008.  The cost of the new vehicle is $20,000.  At the same time you enter a PO into the computer for the commitment.

The vehicle is delivered on January 10, 2009.  You pay for the vehicle on January 20, 2009 at the January meeting of the governing body.

The cost of the vehicle ($20,000) is charged to the budget on December 27, 2008, the day the vehicle was ordered and recorded in the accounting records.  Thus, the related expenditure will appear in the financial statements for 2008.  The disbursement will appear in the financial statements for 2009 because payment was made in 2009.
Try to remember this:

· Disbursements and expenditures are not the same.

· Not all disbursements are expenditures.

· Not all expenditures are disbursements.

Do not get overly concerned about all this.  GS will help you get it right!

